WAC 458-20-196 CREDI T LOSSES, BAD DEBTS, RECOVERI ES

BUSI NESS AND OCCUPATI ON TAX

In computing business and occupation tax there may be deducted by
t axpayers whose regul ar books of accounts are kept upon an accrual basis, the
anount of business credit |osses actually sustained, providing that such
deduction will be allowed only with respect to transacti ons upon which a tax
has been previously paid and providing that the amount thereof has not been
ot herwi se deducted and that credits have not been issued with respect thereto.

Bad debt deductions nust be taken by the taxpayer during the tax
reporting period during which such bad debts were actually charged off on the
t axpayer's books of account.

In cases where the anount of bad debts legitimately charged off in a
particular reporting period exceeds the gross income for such period, the
excess of the ampount of the bad debts charged off during such period nay be
deducted fromthe gross incone of the subsequent tax reporting period.

A di shonored (bad) check which proves to be uncollectible is a bad debt,
to the extent it was taken as paynment for goods or services on which business
tax was previously reported and paid.

EXTRACTI NG OR MANUFACTURI NG, SPECI AL APPLI CATI ON. Bad debt deductions
will be allowed under the extracting or manufacturing classifications only
when the value of products is conputed on the basis of gross proceeds of
sal es.

RETAI L SALES TAX

A seller is entitled to a credit or refund for sales taxes previously
paid on debts which are deductible, on and after January 1, 1983, as worthl ess
for federal incone tax purposes.

PUBLI C UTI LITY TAX

In conmputing public utility tax credit |osses nmay be deducted under the
same conditions set out under the business and occupation tax. However, the
speci al provisions set out for the extracting and rmanufacturing
classifications are not applicable to the public utility tax.

METHODS OF DETERM NING CREDI T LOSSES. The anmount of credit |osses
actual ly sustai ned nust be determined in accordance with one of the follow ng
net hods:

(1) Specific charge-off method. The anount which is charged off within
the tax reporting period with respect to debts ascertained to be worthl ess.

(a) Wirthlessness of a debt is wusually evidenced when all the
surroundi ng and attendi ng circunstances indicate that |egal action to enforce
paynment would result in an uncollectible judgnent.

(b) A "charge-off" of a debt, either wholly or in part, nust be
evi denced by entry in the taxpayer's books of account.

(2) Reserve nethod. In the discretion of the departnment of revenue a
reasonabl e addition to a reserve for bad debts will be authorized to taxpayers
who charge off credit |osses at the end of their taxable year but who desire
to apportion such |l osses on a nonthly basis.

(a) This will be permitted, in lieu of the specific charge-off nethod
only to taxpayers who have established or are allowed by the internal revenue
service to use for federal inconme tax purposes, the reserve nethod of treating
bad debts, or who, upon securing permssion from the departnment adopt that
net hod.

(b) What constitutes a reasonable addition to a reserve for bad debts
must be determined in light of the facts and will vary between classes of



business and with conditions of business prosperity. The addition to the
reserve allowed as a deduction by the internal revenue service for federal
inconme tax purposes, in the absence of evidence to the contrary, wll be
presuned reasonabl e.

If the taxpayer actually determ nes and charges off bad debts on a tax
reporting period basis, the anount so charged off each period shall be
considered prinma facie as a proper deduction for such peri od.

When bad debt |osses are ascertained annually upon specific charge-off
net hod, the deduction nmust be taken against the gross anount reported for the
period in which the bad debts were actually charged off.

When the reserve nmethod is enployed in taking deductions for bad debts
on returns and the anount of debts actually ascertained to be wholly or
partially worthless and charged agai nst the reserve account during the taxable
year and reported do not agree with the amount of reserve set up therefor,
adj ustnent of the anmount of |oss deducted shall be nade to make the total
anount claimed for the tax year coincide with the anount of |oss actually
sust ai ned.

RECOVERI ES. Anobunts subsequently received on account of a bad debt or
on account of a part of such debt previously charged off and allowed as a
deduction for business tax purposes, nust be included in gross proceeds of
sal es (including value of products when neasured by gross proceeds of sales)
or gross incone of the business reported for the taxable period in which
received. This is true even though the recoveries during such period exceed
t he amount of the bad debt charge-off.

[Statutory Authority: RCW 82. 32. 300. 83-07-032 (Order ET 83-15),

"458-20-196, filed 3/15/83; Oder ET 70-3, "458-20-196 (Rule 196), filed
5/ 29/ 70, effective 7/1/70.]



